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ABSTRACT. Buildings are one of the biggest assets of Lisbon’s central downtown accumulated 
over a period of several centuries. The effi cient use and optimization of the value of these assets 
are a challenge for both the owners of individual buildings and for society as a whole. Recently, 
a new regeneration initiative was announced for old urban Lisbon’s downtown, covering three 
fi elds of intervention: the economic, social and physical fi elds. This paper presents a case study 
of the regeneration program for the Lisbon’s old downtown including an analysis of the frame-
work used to assess the costs and benefi ts.
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1. INTRODUCTION
The physical and social degradation of cen-
tral urban areas is a widespread problem in 
major European Union (EU) cities, and the 
causes are related to the abandoning of old 
urban spaces and a reduction of investment in 
their main assets (Urbeviva, 2007). The pro-
gressive deterioration of the old urban centers 
has been worsening and creating new social 
and economic problems. Therefore, more and 
more European cities are pursuing urban rede-
velopment projects in different areas of public 
intervention aimed at attracting people back 
into the city (Bianchini, 1999; Law, 2000; Bal-
sas, 2001, 2004). Major urban renewal projects 
in urban central areas are justified by the 
public interest in restoring deteriorated ar-
chitectural heritage (Couch et al., 2002). It is 
assumed, furthermore, that renewed historical 
sites contain distinctive architectural elements 
that confer prestige and a touch of distinction 
on city’s image (Orueta, 2007).
In response to the dramatic physical deteri-
oration of building assets and the rapid decline 
in occupancy in the central areas of Portugal’s 
major cities, in 2004 the Portuguese govern-
ment published the legal framework that regu-
lates the creation and operation of the urban 
rehabilitation societies (RSRU, 2004). The 
mission of these societies is to develop and 
promote urban regeneration initiatives aimed 
at revitalising and regenerating the rundown 
central areas of Portugal’s major cities.
Lisbon is the capital of Portugal. The city’s 
central downtown built heritage, which dates 
from the seventeenth century, was rebuilt im-
mediately after the 1755 earthquake. Lisbon’s 
central downtown area has experienced dra-
matic physical degradation of its major built 
heritage in the last thirty years (Videira, 
2006). In recent decades, the economic and so-
cial profi le of Lisbon’s central downtown has 
changed; in particular, some economic activi-
ties have been given up and the urban func-
tions have changed (CMLa, 2004). Therefore, 
pre-existing residential growth halted and oc-
cupancy fell dramatically as many individuals 
and families left the central downtown areas. 
One of such areas is the São Paulo community 
presented in this study. 
More recently, the Lisbon’s central down-
town was declared a critical zone for public in-
tervention by the local government authority 
(CMLb, 2004). Various initiatives have been 
used in the past in Lisbon, mostly concentrated 
on improving of the physical condition of resi-
dential buildings (Appleton, 2003). Recently, a 
new regeneration initiative for the old urban 
Lisbon’s downtown was announced, covering 
three fi elds of intervention: the economic, so-
cial and physical fi elds (CBC, 2006). 
The economic evaluation of regeneration 
and renewal interventions raises issues com-
mon to every cost effi ciency analysis or cost 
benefit analysis of a major investment in 
building. In addition, the urban residential 
environment has good public characteristics in 
the sense that everyone could gain from joint 
action to improve an area since the benefi ts 
derived from housing renovation are substan-
tially non-excludable (Balchin et al., 1992). 
Many households are likely to enjoy the exter-
nal benefi ts of an improved environment and 
higher property values. Cost efficiency and 
cost benefi t analyses have been widely recog-
nized as a useful framework for assessing the 
positive and negative aspects of prospective 
actions and policies, and for making the alter-
natives economic implications an explicit part 
of the decision-making process (Arrow et al., 
1996). However, studies and frameworks on 
the economic evaluation of the regeneration of 
old urban heritage are limited (Orueta, 2007). 
This paper presents a case study of the regen-
eration program for the Lisbon old downtown 
including an analysis of the framework used to 
assess the costs and benefi ts.
2. METHODOLOGY OVERVIEW
Encouraged by the shortage of economic 
studies on urban regeneration and renewal 
programs and the approaches for cost-benefi t 
analysis, this paper sets out to give a detailed 
presentation of the approach used to evaluate 
a proposed multi-fi eld intervention in Lisbon’s 
old downtown.
The methodology proposed in this paper is 
aimed at helping in the practical application of 
economic evaluation methods in urban regen-
eration and renewal. It can also be viewed as 
an approach to the reliable preliminary screen-
ing of projects, which may subsequently be ap-
praised in more detail.
The contents and conclusions of the research 
work were arrived at by means of: (i) a review 
of publications and State-Of-The-Art practices 
related to urban regeneration; (ii) a review of 
data and information on past public interven-
tions; (iii) a survey conducted throughout the 
duration of the study; and (iv) a case study. 
The study estimated the costs benefi ts of the 
regeneration intervention planned for the São 
Paulo community. The framework used in this 
study is being extended to other run-down ar-
eas of Lisbon’s old downtown.
3. PUBLIC INTERVENTION 
Major urban regeneration interventions 
are justifi ed by the public interest in recover-
ing obsolete architectural heritage (Couch et 
al., 2002). One of the most signifi cant events 
for the urban regeneration of Portuga’s ma-
jor cities was decree no. 104/200 of 7th  May 
2004 which provides the legal framework for 
creating public enterprises, known as Socie-
dades de Reabilitação Urbana (SRUs) (Urban 
Regeneration Enterprises) (RSRU, 2004). So-
ciedades de Reabilitação Urbana (SRUs) have 
been promoted by the government and estab-
lished by municipalities, in order to achieve a 
focused, integrated regeneration strategy for 
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major cities. They produce a coherent single 
enterprise for the future of their entire area 
and then co-ordinate its implementation as to 
deal with the urban regeneration operation in 
central urban areas. The main aim of these 
local SRUs is to promote urban rehabilitation 
of the built heritage operations within their 
intervention area. The agencies are separate 
public legal enterprises. They seek to achieve 
the harmonious physical regeneration of their 
areas by implementing their strategic plan in 
a way that would not be possible with indi-
vidual ad hoc decisions.
The Lisbon municipality attempted to deal 
with the degradation of the old central areas 
by creating three public enterprises responsible 
for the physical rehabilitation of the historic 
district. They are: the SRUBP – Sociedade de 
Reabilitação Urbana da Baixa Pombalina; the 
SRULO - Sociedade de Reabilitação Urbana da 
Lisboa Ocidental; and the SRUO Sociedade de 
Reabilitação Urbana da Lisboa Oriental. The 
public intervention in urban regeneration fol-
lows a ‘top-down’ planning approach supported 
by four nation wide programmes:
a) Recria: which looks at the rehabilitation of 
rented private housing. It provides a set of 
fi nancial incentives for private owners to 
restore and renovate housing units build-
ing in a poor state of repair. Therefore, the 
programme aimed at providing fi nancial 
support for renovation and rehabilitation 
works in two ways: grants and mortgage 
loans. Mortgage loans are used for fund the 
renovation work not covered by grants. 
b) Rehabita: which extends the Recria pro-
gramme by including fi nancial incentives 
for regeneration initiatives in historic dis-
tricts classifi ed as critical zones for public 
intervention and which are bound by the 
planning directives. It also provides fi nan-
cial support to municipalities willing to re-
habilitate the built heritage in historic dis-
tricts.
c) Recriph: which is a special programme sim-
ilar to the Recria which combines grants 
and mortgage loans to fi nance renovation 
works in old buildings developed under a 
horizontal property regime.
d) Solarh: which provides fi nancial support in 
the form of mortgage loans at zero interest 
to owners with low income to allow them to 
carry out the renovation works needed to 
rehabilitate their homes. It also provides fi -
nancial support to non-governmental social 
solidarity organizations.
In addition, the Lisbon’s municipality re-
cently launched an additional program called 
Programa LX – Reabilitar o Centro. This pro-
gramme has three aims: (i) to rent housing 
and retail units in improved buildings owned 
by the municipality at 75% of the rental mar-
ket value; (ii) to attract new residents, mainly 
for a young population studying and working 
in Lisbon; and (iii) restore economic and cul-
tural activity, mainly retail and entertainment 
to attract peoples back into the city. The rental 
contract duration for all types of renting is fi ve 
years.
The targeting of public resources in urban 
regeneration in order to maximise the leverage 
of private sector investment is at the heart of 
these fi ve government programmes. 
4. ECONOMIC EVALUATION 
TECHNIQUES
There are three basic techniques that can be 
used for the economic analysis of urban regen-
eration and renewal programs. In increasing 
order of complexity they are: cost-effectiveness 
analysis; weighted cost-effectiveness analysis 
(sometimes referred as to cost-utility analysis); 
and cost-benefi t analysis. 
Cost-benefit analysis is appropriate for 
projects whose benefits are measurable in 
monetary terms and whose output has a mar-
ket price that is relatively easy to assess (EU, 
2002). 
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Cost-effectiveness analysis and weighted 
cost-effectiveness analysis can be used for com-
paring projects whose benefi ts are not readily 
measurable in monetary terms (Levin, 1983). 
The main difference between the techniques 
is in the measurement of benefi ts. The choice 
of technique depends on the nature of the 
project, time constraints and the information 
available.
Cost-effectiveness analysis and weighted 
cost-effectiveness analysis are used to com-
pare alternatives that are equally effective in 
achieving a stated goal or standard (Needle-
man 1969; Ruegg and Marshal, 1990; Balchin 
et al., 1992; Levin, 1993; Fukahori and Kubota, 
2003; Kirk et al., 2004). Both analysis con-
centrate on the minimisation of cost subject 
to the provision of a given goal or standard. 
These approaches have focused on the choice 
between the renovation of old building stock 
and redevelopment. Several researchers have 
formulated and refi ned the mathematical ex-
pressions for comparing reconstruction and 
renovation. Needleman (1969) introduced the 
basic method with emphasis on the purely fi -
nancial viewpoint of the agency responsible for 
housing redevelopment.
Cost-benefi t analysis has been widely used 
to support the decision-making process in ur-
ban projects (Tudela et al., 2006).  It differs 
from cost-effectiveness analysis in that ben-
efi ts are, as far as possible, expressed in mon-
etary terms and hence are directly comparable 
with one another. Cost-benefi t analysis is the 
methodology best equipped to provide in-depth 
comprehensive quantifi cation and evaluation 
of urban regeneration and renewal interven-
tions (Schofi eld, 1987; Henket, 1990; Stubbs, 
1998; Brennan et al., 2001; Morisugi and Ohno, 
2003; Johnson, 2006; Gao and Asami, 2007). 
Cost benefi t analysis provides a consistent 
basis for comparing alternative investments 
within sectors and across sectors (Castillo, 
1998). In addition, it strives to demonstrate 
that the project’s investment will generate suf-
fi cient benefi ts to offset the cost of the invest-
ment and its risk. Cost-benefi t analysis can be 
used from the standpoint of owner-occupant, 
owner-investor and owner-developer (Ruegg 
and Marshall, 1990). 
There are three types of cost-benefi t analy-
sis that can be used to asses the value of in-
vestment operations: (i) financial analysis; 
(ii) economic analysis; and (iii) social analysis 
(Belli et al. 1997). Financial analysis looks at 
the project from the perspective of the imple-
menting agency: it identifi es the project’s net 
money fl ow to the implementing entity and 
assesses the entity’s ability to meet its fi nan-
cial obligations and to fi nance future invest-
ments. Economic analysis, by contrast, looks 
at a project from the perspective of the entire 
country and measures the effects of the project 
on the economy as a whole. Social analysis 
extends the economic analysis to include the 
redistribution effects. Financial analysis is ap-
propriate for projects whose benefi ts and costs 
are measurable in monetary terms and whose 
output has an assessable market price. Eco-
nomic analysis is similar in form to fi nancial 
analysis in that both assess the value of the 
project.
Urban renewal projects may have many 
components, some with benefi ts measurable 
in monetary terms and some with single or 
multiples benefits that are not measurable 
in monetary terms (Schofi eld, 1987; Rosen-
feld and Shohet, 1999; ODPM, 2004; CMHC, 
2005).  Therefore, the three basic techniques 
can be used to assess urban regeneration and 
renewal programs. However, cost-benefi t anal-
ysis makes it possible to calculate project’s Net 
Present Value (NPV), which provides a better 
measure of its value, not only for both the im-
plementing agency and the country. Ray (1984) 
indicates that for projects whose benefi ts are 
measurable in monetary terms, the criterion 
for project acceptability is the expected Net 
Present Value (NPV). In particular, the crite-
rion requires that the expected NPV (i) must 
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not be negative, and (ii) must be at least as 
high as those of other mutually exclusive al-
ternatives.
For urban renewal projects, the analyst 
needs to defi ne the objectives of the analysis 
and the alternatives to be evaluated, including 
the without-project alternative. 
5. THE SÃO PAULO COMMUNITY CASE
The São Paulo community is located in the 
heart Lisbon’s downtown area. It is a hetero-
geneous and varied space characterized by 
historic building, narrows streets and squares. 
São Paulo community was particularly hard 
hit by occupancy rates in some buildings, loss 
of residents, population aging and economic 
and social problems. 
The occupancy rate fell from 82% in 1991 to 
55% in 2001 (INEa, 2003). Between 1991 and 
2001, the community lost 33% of its residents 
(INEb, 2003), while 75% of residents were 
more than 24 years old in 2001 (INEb, 2003). 
The employment rate was 30% in 2001 and, in 
the same year, 22% of residents had no edu-
cation (INEb, 2003). Rented occupation was 
predominant in 2001 (86%) (INEa, 2003). This 
situation created a downward spiral of physi-
cal decline of the community’s built heritage 
and of social and economic degradation. 
Despite the degradation problems, the São 
Paulo community has great appeal and mar-
ket potential, largely thanks to its strategic lo-
cation, the historic and architectural heritage, 
the building assets and the economic activities 
that justify a regeneration intervention aimed 
at attracting people and business. The munici-
pality attempted to deal with this problem in 
2005 by creating and putting in place a pub-
lic enterprise responsible for the physical and 
social regeneration of the Lisbon’s downtown 
area, SRUBP – Sociedade de Reabilitação 
da Baixa Pombalina. The intervention of 
the SRUBP is justifi ed by four main reasons 
(RSRU, 2004):
• Structural reasons: the loss of function-
ality due to aging property, the lack of 
social amenities, and traffi c and parking 
diffi culties.
• Economic reasons: the possibility of at-
tracting private investments in building 
renovation, making capital gains from 
higher housing rents, creating new busi-
ness opportunities.
• Social reasons:  the possibility of creat-
ing employment, social rehabilitation 
and attracting young families and ten-
ants. 
• Cultural reasons: The possibility of in-
tensifying the use of the downtown area 
during trading hours and extend it into 
the night, to promote the organization of 
quality cultural events.
The intervention envisaged by the SRUBP 
for the São Paulo community has been incor-
porated into the urban planning program for 
the city of Lisbon (PDML, 2002). The SRUBP 
is seeking the economic and fi nancial partici-
pation of private agents in the rehabilitation 
of the urban built heritage and the social and 
economic regeneration of the São Paulo Com-
munity. 
The studied area comprises thirty eight 
buildings, organized into nine blocks, and 370 
housing units (Figure 1). A survey of the state 
of repair of the built heritage was conducted, 
along with an inquiry of the households and 
tenants, as part of this study. The state of re-
pair survey found that 29% of the study area 
was deemed to be bad or very bad condition 
(Figures 2 and 3). Of the building stock in the 
study area, 24% is classifi ed as historic build-
ings and 13% is classifi ed as building of pub-
lic interest. Seventy-six percent of the build-
ing stock is privately owned. Housing is the 
predominant occupation (40%) followed by 
restaurants (19%) and offi ces (18%). Thirty-
two percent of the housing units were vacant 
(Figure 3).
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Figure 1. Study area marked by yellow line
Figure 2. Condition of a building
Figure 3. View of a vacant building
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Based on the survey, four main areas of in-
tervention for the São Paulo community were 
considered by the SRUBP: (i) rehabilitation of 
the building assets in order to regain residents; 
(ii) the upgrading of public spaces including 
parking, infrastructures, urban furniture, pub-
lic transport, mobility and traffi c signs; (iii) the 
upgrading and construction of public facilities 
as an attraction factor; (iv) commercial revi-
talization and creation of new jobs. 
A detailed intervention plan for the studied 
area was prepared based on the criteria estab-
lished in the PDML (2002).  
6. IDENTIFYING BENEFITS 
AND COSTS OF THE PROJECT
A major barrier to analysing urban regen-
eration programs is compiling and presenting 
the economic information in ways that will 
help the implementing agency decide if the 
program would make economic sense.  
The economic rationale of public invest-
ment decisions as to whether a project should 
be implemented, or which projects should be 
selected subject to a given budget constraint, 
requires identifying and measuring the ben-
efi ts and costs during the life of the project and 
calculating the net present value (NPV) of this 
fl ow of net benefi ts. 
The choice of economic evaluation tools to 
assess urban regeneration programs depends 
on the nature of the intervention in question 
and on its stated objectives. Cost-benefi t analy-
ses of urban renewal projects generally include 
an assessment of the project benefi ts com-
pared with the estimated cost of the project. 
All consequences of the programme need to be 
identifi ed and measured in monetary terms 
(Mishan, 1994; Peterson and Larsen, 2006). 
Therefore, an important step in cost-benefi t 
analysis is the identifi cation and quantifi ca-
tion of a project’s costs and benefi ts. Table 1 
summarizes the major benefi ts and cost cate-
gories of the project from the perspective of the 
implementing agency, the SURBC.
The major benefits of the regeneration 
program are those of sales and rentals after 
project completion, better living standard and 
environment for present and future residents 
and lower social costs, especially in relation 
to employment and economic and cultural 
growth. In addition, the regeneration interven-
tion may be expected to enhance the value of 
the São Paulo community’s property because 
the regenerated site will create economic and 
cultural development which would otherwise 
have occurred elsewhere in the city.  
The major expenses of the regeneration 
program are those related to property costs, 
improvement costs, tenants’ relocation costs 
and forgone rent revenue.
Table 1. Benefi ts and costs
Benefi ts Costs









7. ESTIMATING  BENEFITS 
AND COSTS OF THE URBAN 
RENOVATION PROJECT
In order to incorporate the effects of the 
project into a cost-benefi t framework it is nec-
essary both to measure and compare them 
over a common denominator. An economic as-
sessment should consider the total value of 
benefi ts received compared to the total costs 
incurred in the project. Therefore, in this sec-
tion we offer a discussion of how project ben-
efi ts and cost were measure and valued for the 
cost-benefi t analysis.
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7.1. Benefi ts
Benefits are those effects that accrue to 
the SRUBP which include: (i) asset sales after 
improvements; (ii) asset rentals after improve-
ments and (iii) lower social costs. Revenue 
from asset sales in the present study comes 
from the estimated investment value of the in-
dividual property after the improvements. The 
property investment value was determined 
using the basic formula (1) established in the 
municipal tax code (CIMI, 2003) which repre-
sents a reasonable estimate of the economic 
price for the existing properties.
Vt = Vc × A × Ca × Cl × Cq × Cv             (1)
where: Vt = Investment Value; Vc = Base cost 
per sq. m.; A = Gross fl oor area plus the area 
surplus to the enclosure; Ca = coeffi cient of use; 
Cl = coeffi cient of location; Cq = coeffi cient of 
quality and comfort; Cv = coeffi cient of age.
The base cost per sq. m. is updated every 
year by Portugal’s Ministry of Finance and it 
is based on the annual cost index. Revenue 
from asset rentals is given by the estimated 
rental value in use of the individual property 
after the improvements. A regression analy-
sis based on the present rental values stored 
in the database of the São Paulo community 
was carried out in order to estimate the rent-
al vsalue in use after the improvements. The 
lower social costs were measured by the un-
employment benefi t savings which accrue due 
to the number of jobs created after the project 
completion. It is expected that 67 new jobs will 
be created with the regeneration programme.
7.2. Costs
The projects costs are those relevant to the 
agency that undertakes the project. They in-
clude the cost of land and building assets, in-
tervention improvement costs, tenants’ reloca-
tion costs and rent revenue forgone.
The value of the opportunity cost of the land 
and existing building assets, as they stand be-
fore the intervention, was valued using the 
formula (1). It gives the estimated investment 
value. The improvement costs include the costs 
of renovating the building assets and the up-
grade and construction costs of public spaces 
and urban facilities. Tenant relocation costs 
included expenses incurred with tenant com-
pensation.  Improvement costs, upgrade and 
construction costs of public space and urban 
facilities and tenant relocation costs were val-
ued at market prices. Revenue forgone is the 
income lost from rentals. 
Table 2 presents the costs and benefi ts fi g-
ures for the regeneration programme for the 
studied area.
Table 2. Cost and benefi ts
Costs and Benefi ts Amount
Cost















8. ECONOMICS OF 
THE STUDIED AREA
The cost-benefi t analysis requires the iden-
tifi cation of a baseline or status quo scenario, 
against which the costs and benefi ts of alterna-
tive project interventions are assessed (Moran 
and Sherrington, 2006). A CBA compares al-
ternatives over time as well as space, and uses 
discounting to summarize its fi ndings into a 
measure of net present value (NPV) (Hanley 
and Spash, 1993). An essential element in 
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evaluating the economic benefi ts of a project is 
the defi nition of an alternative to the project, 
the ‘without project’ scenario. What would 
happen to existing built heritage? In the case 
of regeneration programmes, which involve 
bringing existing built assets back into normal 
operating conditions, the without project sce-
nario would be that no further investments are 
made and that the built assets will continue to 
degrade further.
A cost-benefi t analysis of the project was 
carried out for the studied area. It is based 
on cash-fl ow analysis of the two categories of 
cash-fl ows of the project: 
the operational cash-fl ows: cash received or 1) 
expended as a result of the intervention ac-
tivities during the operational phase; 
the investment cash-fl ows: cash received or 2) 
expended through capital expenditure, in-
vestments and acquisitions;
The cash likely to be generated by the 
project is estimated for every period during the 
expected life and the cash likely to be needed 
to develop and sustain the project is then sub-
tracted. The net cash fl ows are included in the 
economic profi le of the regeneration program.
According to the EU Guide to CBA (1997 
the analysis of NPV is a standard method for 
assessing the present value of competing alter-
natives over time. The time dimension is very 
important in counterbalancing costs and ben-
efi ts. This is because a project requires a high 
capital investment in the fi rst months and 
provides benefi ts over a long time period. This 
means it is necessary to calculate the present 
value of all cost and benefi t effects by using a 
suitable discount rate. The discount rate used 
in this study is 3.5%. The NPV found for the 
regeneration program is positive, which means 
that the intervention is worthwhile for the im-
plementing agency. In addition, it is expected 
to increase the number of residents with 275 
new residents coming to the São Paulo com-
munity.
9. CONCLUSION
Cost-benefi t analysis has been widely ac-
cepted as an appropriate tool for appraising 
regeneration and renewal programs. It may 
be true as well that a project for which the 
economic analysis is good or excellent will be 
easier to implement and will tend to be given 
a higher rating for the expected achievement 
of development objective, both during project 
supervision and after project completion. 
Analysis of the economic effects of urban 
regeneration and renewal initiatives or strat-
egies is an useful tool for assessing planning 
policies and decisions in central urban areas. 
The economic evaluation of regeneration and 
renewal raises issues common to every cost 
effi ciency analysis or cost benefi t analysis of 
a major investment in building. This paper 
describes the regeneration framework es-
tablished in Portugal for old urban areas. It 
outlines a framework to assess the costs and 
benefi ts of urban regeneration. The case study 
identifi es the main cost and benefi ts of the S. 
Paulo Community in Lisbon’s downtown. This 
paper shows that urban regeneration can help 
to reverse the current state of physical degra-
dation prevailing in the built heritage and to 
regenerate economic activity in the central ar-
eas of major cities.
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SANTRAUKA
MIESTŲ ATGAIVINIMO EKONOMIKA: 
SENOJO LISABONOS KOMERCINIO RAJONO ATVEJIS
Francisco Loforte RIBEIRO
Pastatai – tai vienas pagrindinių Lisabonos centrinio komercinio rajono turtų, sukauptų per keletą amžių. 
Efektyvus šio turto naudojimas ir vertės optimizavimas – tai iššūkis ir atskirų pastatų savininkams, ir visai 
visuomenei. Neseniai paskelbta nauja senojo Lisabonos komercinio rajono atgaivinimo iniciatyva, apimanti 
tris intervencijos sritis: ekonominę, socialinę ir fi zinę. Šiame darbe pristatomas senojo Lisabonos komerci-
nio rajono atgaivinimo programos atvejo tyrimas, pateikiama sąnaudų bei naudingumo įvertinimo sistemos 
analizė.
